STATE: MINNESOTA ATTACHMENT 4.19-D (NF)
Effective: July 1, 2001 Page 31
TN: 01-09

Approved:
Supersedes: 00-22 (99-10/99-04/98-22/97-20/97-11)

D. Except for accrued vested vacation, accrued vested sick leave, or compensation
claims subject to litigation or employer-employee dispute resolution, compensation must be
actually paid, whether by cash or negotiable instrument, within 107 days after the close of the
reporting period. If payment is not made within 107 days, the unpaid compensation shall be
disallowed in that reporting year.

SECTION 4.050 Licensure and certification costs. Operating costs of meeting the licensure
and certification standards in items A to C are allowable operating costs for the purpose of
setting nursing facility payment rates. The standards are:

A. standards set by federal regulations for skilled nursing facilities and intermediate
care facilities;

B. requirements established by the Minnesota Department of Health for meeting health
standards as set out by state rules and federal regulations; and

C. other requirements for licensing under state and federal law, state rules, or federal
regulations that must be met to provide nursing and boarding care services.

SECTION 4.060 Routine service costs. Operating costs of routine services including
nursing, dietary, and support services are allowable operating costs for the purpose of setting
nursing facility payment rates.

SECTION 4.070 Related organization costs. Costs applicable to services, capital assets, and
supplies directly or indirectly furnished to the nursing facility by any related organization are
includable in the allowable cost of the nursing facility at the purchase price paid by the related
organization for capital assets or supplies and at the cost incurred by the related organization
for the provision of services to the nursing facility if these prices or costs do not exceed the
price of comparable services, capital assets, or supplies that could be purchased elsewhere.
For this purpose, the related organization's costs must not include an amount for markup or
profit.

If the related organization in the normal course of business sells services, capital assets, or
supplies to nonrelated organizations, the cost to the nursing facility shall be the nonrelated
organization's price provided that sales to nonrelated organizations constitute at least 30
percent of total annual sales of similar services, or capital assets, or supplies.

The cost of ownership of a capital asset which is used by the nursing facility must be included
in the allowable cost of the nursing facility even though it is owned by a related organization.
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SECTION 4.080 General cost principles. For rate-setting purposes, a cost must satisfy the
following criteria:

A. the cost is ordinary, necessary, and related to resident care;

B. the cost is what a prudent and cost conscious business person would pay for the
specific good or service in the open market in an arm's length transaction;

C. the cost is for goods or services actually provided in the nursing facility;

D. the cost effects of transactions that have the effect of circumventing these rules are
not allowable under the principle that the substance of the transaction shall prevail over form;
and

E. costs that are incurred due to management inefficiency, unnecessary care or
facilities, agreements not to compete, or activities not commonly accepted in the nursing
facility care field are not allowable.

SECTION 5.000 NONALLOWABLE COSTS

The costs listed in items A to EE are not allowable for purposes of setting payment rates but
must be identified on the nursing facility's cost report.

A. All contributions, including charitable contributions, and contributions to political
action comumittees Oor campaigns.

B. Salaries and expenses of a lobbyist.

C. Legal and related expenses for unsuccessful challenges to decisions by
governmental agencies.

D. Assessments made by or the portion of dues charged by associations or professional
organizations for litigation except for successful challenges to decisions by agencies of the State
of Minnesota; lobbying costs; or contributions to political action committees or campaigns.
Where the breakdown of dues charged to a nursing facility is not provided, the entire cost shall
be disallowed.

E. Advertising designed to encourage potential residents to select a particular nursing
facility. This item does not apply to a total expenditure of $2,000 for all notices placed in the
telephone yellow pages for the purpose of stating the nursing facility's name, location, phone
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number, and general information about services in the nursing facility.

F. Assessments levied by the Minnesota Department of Health for uncorrected
violations.

G. Employee or owner's membership or other fees for social, fraternal, sports, health,
or similar organizations.

H. Cost incurred for activities directly related to influencing employees with respect to
unionization.

I. Costs of activities not related to resident care such as flowers or gifts for employees
or owners, employee parties, and business meals except for the cost of meals incurred as a
result of required overnight business related travel.

J. Costs related to purchase of and care for pets in excess of $5 per year per licensed
bed.

K. Penalties including interest charged on the penalty, interest charges which result
from an overpayment, and bank overdraft or late payment charges.

L. Costs of sponsoring employee, youth, or adult activities such as athletic teams and
beauty contests.

M. Premiums on owner's or board member's life insurance policies, except that such
premiums shall be allowed if the policy is included within a group policy provided for all
employees, or if such a policy is required as a condition of mortgage or loan and the
mortgagee or lending institution is listed as the beneficiary.

N. Personal expenses of owners and employees, such as vacations, boats, airplanes,
personal travel or vehicles, and entertainment.

O. Costs of training programs for anyone other than employees or volunteers in the
nursing facility.

P. Costs of training programs to meet the minimum educational requirements of a
position, education that leads to a degree, or education that qualifies the employee for a new
trade or profession. This item does not apply to training or education of nursing aides or
training to meet the requirements of laws, rules, or regulations for keeping an employee's
salary, status, or position or to maintain or update skills needed in performing the employee's
present duties.
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Q. Bad debts and related bad debt collection fees except for the four types found in the
general and administrative services section.

R. Costs of fund raising activities.

S. Costs associated with the management of investments which may produce interest
income, dividend income, or other investment income or losses.

T. Costs of functions normally paid by charges to residents, employees, visitors, or
others such as the direct and indirect costs of operating a pharmacy, congregate dining
program, home delivered meals program, gift shop, coffee shop, apartment, or day care
center.

U. Operating costs for activities to the extent that the activities are financed by gifts or
grants from public funds. A transfer of funds from a local governmental unit to its
governmental-owned nursing facility is not a gift or grant under this item.

V. Telephone, television, and radio service provided in a resident’'s room except for
these services provided in areas designated for use by the general resident population, and the
charge of transferring a resident's phone from one room to another within the same nursing
facility.

W. Costs of covenants not to compete.

X. Identifiable costs of services provided by a licensed medical therapeutic or
rehabilitation practitioner or any other vendor of medical care which are billed separately on a
fee for service basis, including:

(1) the purchase of service fees paid to the vendor or his or her agent who is not an
employee of the nursing facility or the compensation of the practitioner who is an employee of
the nursing facility;

(2) allocated compensation and related costs of any nursing facility personnel
assisting in providing these services; and

(3) allocated operating or property cost for providing these services such as
housekeeping, laundry, maintenance, medical records, payroll taxes, space, utilities,
equipment, supplies, bookkeeping, secretarial, insurance, supervision and administration, and
real estate taxes and special assessments.
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If any of the costs in subitems (1) to (3) are incurred by the nursing facility, these costs must
be reported as nonreimbursable expenses, together with any of the income received or
anticipated by the nursing facility including any charges by the nursing facility to the vendor.

Y. Costs for which adequate documentation is not maintained or provided.

Z. Fringe benefits or payroll taxes associated with disallowed salary costs.

AA. Costs associated with sales or reorganizations of nursing facilities.

BB. Accruals of vacation and sick leave for employees which are not fully vested.

CC. Payments made in lieu of real estate taxes, unless such payments are made under a
legally enforceable irrevocable written contract entered into prior to August 31, 1983.

DD. Adverse judgments, settlements, and repayments of escrow accounts resulting
from the enforcement of Minnesota's Conditions for Participation Statute.

EE. Costs including legal fees, accounting fees, administrative costs, travel costs, and
the costs of feasibility studies attributed to the negotiation or settlement of a sale or purchase of
any capital asset by acquisition or merger for which any payment has previously been made
under Minnesota's procedures for determining payment rates.

SECTION 6.000 REPORTING BY COST CATEGORY

SECTION 6.010 Dietary services. The costs listed in items A to D are to be reported in the
dietary services cost category:

A. Direct costs of normal and special diet food including raw food, dietary supplies,
food preparation and serving, and special dietary supplements used for tube feeding or oral
feeding, such as elemental high nitrogen diet, even if written as a prescription item by a
physician;

B. The salaries and wages of the supervisor, dieti..ans, chefs. cooks, dishwashers, and
other employees assigned to the kitchen and dining room including the salaries or fees of
dietary consultants;

C. The costs of training including the cost of lodging and meals to meet the
requirements of laws, rules, or regulations for keeping an employee's salary, status, or
position or to maintain or update skills needed in performing the employee's present duties;
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and

D. The costs of travel necessary for training programs for dietitians required to
maintain licensure, certification, or professional standards.

SECTION 6.020 Laundry and linen services. The costs listed in items A and B are to be
reported in the laundry and linen services cost category:

A. Direct costs of housekeeping supplies, including cleaning and lavatory supplies; and

B. The salaries and wages of the supervisor, housekeepers, and other cleaning
personnel.

SECTION 6.030 Housekeeping services. The costs listed in items A and B are to be reported
in the housekeeping services cost category:

A. Direct costs of housekeeping supplies, including cleaning and lavatory supplies; and

B. The salaries and wages of the supervisor, housekeepers, and other cleaning
personnel.

SECTION 6.040 Plant operation and maintenance services. The costs listed in items A to
D are to be reported in the plant operations and maintenance cost category:

A. Direct costs for maintenance and operation of the building and grounds, including
fuel, electricity, water, sewer, supplies, tools, and repairs which are not capitalized;

B. The salaries and wages of the supervisor, engineers, heating-plant employees,
independent contractors, and other maintenance personnel:

C. The cost of required licenses and permits required for operation of the nursing
facility: and

D. Cost of the provider surcharge.

SECTION 6.050 Nursing services. Direct costs associated with nursing services identified in
items A to Y, are to be included in the nursing services cost category:

A. Nursing assessment of the health status of the resident and planning of appropriate
interventions to overcome identified problems and maximize resident strengths;
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B. Bedside care and services;
C. Care and services according to the order of the attending physicians;

D. Monitoring procedures such as vital signs, urine testing, weight, intake and output,
and observation of the body system;

E. Administration of oral, sublingual, rectal, and local medications topically applied,
and appropriate recording of the resident's responses;

F. Drawing blood and collecting specimens for submission to laboratories;
G. Prevention of skin irritation and decubitus ulcers;

H. Routine changing of dressings;

I. Training, assistance, and encouragement for self-care as required for feeding,
grooming, ambulation, toilet, and other activities of daily living including movement within the

nursing facility;

J. Supportive assistance and training in resident transfer techniques including transfer
from bed to wheelchair or wheelchair to commode;

K. Care of residents with casts, braces, splints, and other appliances requiring nursing
care or supervision;

L. Care of residents with behavior problems and severe emotional problems requiring
nursing care or supervision;

M. Administration of oxygen;

N. Use of nebulizers;

O. Maintenance care of resident's colostomy, ileostomy, and urostomy;

P. Administration of parenteral medications, including intravenous solutions;
Q. Administration of tube feedings;

R. Nasopharyngeal aspiration required for maintenance of a clean airway;
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S. Care of suprapubic catheters and urethral catheters;
T. Care of tracheostomy, gastrostomy, and other tubes in a body;

U. Costs of equipment and supplies that are used to complement the services in the
nursing services cost category, including items stocked at nursing stations or on the floor and
distributed or used individually, including: alcohol, applicators, cotton balls, incontinence
pads, disposable ice bags, dressings, bandages, water pitchers, tongue depressors, disposable
gloves, enemas, enema equipment, soap and water, medication cups, diapers, plastic waste
bags, sanitary products, thermometers, hypodermic needles and syringes, and clinical reagents
or similar diagnostic agents, and drugs which are not paid on a separate fee schedule by the
medical assistance program or any other payer;

V. Costs for education or training including the cost of lodging and meals of nursing
service personnel. Educational costs are limited to either meeting the requirements of laws or
rules or keeping an employee's salary, status, or position or for maintaining or updating skills
needed in performing the employee's present duties, except that training to become a nurses
aid is an allowable cost;

W. The salaries and wages of persons performing nursing services including salaries of
the director, and assistant director of nursing, supervising nurses, medical records personnel,
registered professional nurses, licensed practical nurses, nurses aides, orderlies, and
attendants;

X. The salaries of fees of medical director, physicians, or other professionals
performing consulting services on medical care which are not reimbursed separately on a fee
for service basis; and

Y. The costs of travel necessary for training programs for nursing personnel required
to maintain licensure, certification, or professional standards.

SECTION 6.060 Other care-related services. The costs listed in items A to D are to be
reported in the other care-related services cost category:

A. Direct costs of other care-related services, such as recreationel or religinus
activities, arts and crafts, pets, and social services which are not reimbursed separately on a fee
for service basis;

B. The salaries and wages of recreational therapists and aides, rehabilitation therapists
and aides, chaplains, arts and crafts instructors and aides, social workers and aides, and other
care-related personnel including salaries or fees of professional performing consultation
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services in these areas which are not reimbursed separately on a fee for service basis;

C. The costs of training including the cost of lodging and meals to meet the
requirements of laws or rules for keeping an employee's salary, status, or position, or to
maintain or update skills needed in performing the employee's present duties; and

D. Telephone, television, and radio services provided in areas designated for use by
the general resident population, such as lounges and recreation rooms and the charge of
transferring a resident's phone from one room to another within the same nursing facility.
SECTION 6.070 General and administrative services. Direct costs for administering the
overall activities of the nursing facility are included in the general and administrative cost
category. These direct costs include:

A. Business office functions;

B. Travel expenses other than travel expenses reported under dietary services and those
under nursing services.

C. All motor vehicle operating expenses;

D. Telephone and telegraph charges;

E. Office supplies;

F. Insurance, except as included as a fringe benefit;

G. Personnel recruitment costs including help wanted advertising;

H. The salaries, wages, or fees of administrators, assistant administrators, accounting
and clerical personnel, data processing personnel, and receptionists;

1. Professional fees for services such as legal, accounting, and data processing
services;

J. Management fees, and the cost of management and administrative consultants;
K. Central, affiliated, or corporate office costs excluding the cost of depreciable

equipment used by individual nursing facilities which are included in the computation of the
property-related payment rate and those costs specified in Section 3.040, items A and B;



STATE: MINNESOTA ATTACHMENT 4.19-D (NF)
Effective: July 1, 2001 Page 40
TN: 01-09

Approved:

Supersedes: 00-22 (99-10/99-04/98-22/97-20/97-11)

L. Business meetings and seminars;

M. Postage;

N. Training including the cost of lodging and meals for management personnel and
personnel not related to direct resident care if the training either meets the requirements of
laws, rules, or regulations to keep an employee's salary, status, or position or maintains or

updates skills needed to perform the employee's present duties;

O. Membership fees for associations and professional organizations which are directly
related to resident care;

P. Subscriptions to periodicals which are directly related to the operation of the
nursing facility;

Q. Security services or security personnel;

R. Joint commission on accreditation of hospitals survey;
S. Advertising;

T. Board of director's fees;

U. Interest on working capital debt;

V. Bad debts and fees paid for collection of bad debts provided that the conditions in
subitems (1) to (4) are met:

(1) the bad debt results from nonpayment of the payment rate or part of the
payment rate; ‘

(2) the nursing facility documents that reasonable collection efforts have been
made, the debt was uncollectible, and there is no likelihood of future recovery;

(3) the collection fee does not exceed the amou.t of the bad debt; and

(4) the debt does not result from the nursing facility's failure to comply with
federal and state laws, state rules, and federal regulations.
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W. The portion of preopening costs capitalized as a deferred charge and amortized
over a period of 120 consecutive months beginning with the month in which a resident first
resides in a newly-constructed nursing facility;

X. The cost of meals incurred as a result of required overnight business related travel;
and

Y. Any costs which cannot be specifically classified to another cost category.
SECTION 6.080 Payroll taxes, fringe benefits, and clerical training. Only the costs
identified in items A to I are to be reported in the payroll taxes, fringe benefits, and clerical
training cost category;

A. The employer's share of the social security withholding tax;

B. State and federal unemployment compensation taxes or costs;

C. Group life insurance;

D. Group health and dental insurance;

E. Workers' compensation insurance including self-insured plans specified in Section
6.083;

F. Either a pension plan or profit-sharing plan, approved by the United States Internal
Revenue Service including IRS Section 403 (b) and 408 (k), but not both for the same
employee;

G. Governmental required retirement contributions;

H. Uniform allowance; and

I. Costs of training clerical personnel including the cost of meals and lodging.
SECTION 6.085 Workers compensation self-insurance. The Department shall allow as
workers' compensation insurance costs the costs of workers' compensation coverage obtained

under the following conditions:

A. A plan approved by the Commissioner of commerce as a Minnesota group or
individual self-insurance plan.
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B. A plan in which:

(1) The nursing facility, directly or indirectly, purchases workers' compensation
coverage from an authorized insurance carrier;

(2) A related organization to the nursing facility reinsures the workers'
compensation coverage purchased, directly or indirectly, by the nursing facility; and

(3) All of the conditions in item D are met;
C. A plan in which:

(1) the nursing facility, directly or indirectly, purchases workers' compensation
coverage from an authorized insurance carrier;

(2) the insurance premium is calculated retrospectively, including a maximum
premium limit, and paid using the paid loss retro method; and

(3) all of the conditions in item D are met ;
D. Additional conditions are:
(1) the costs of the plan are allowable under the federal Medicare program,

(2) the reserves for the plan are maintained in an account controlled and
administered by a person which is not a related organization to the nursing facility;

(3) the reserves for the plan cannot be used, directly or indirectly, as collateral for
debts incurred or other obligations of the nursing facility or related organizations to the nursing
facility;

(4) if the plan provides workers' compensation coverage for non-Minnesota nursing
facilities, the plan's cost methodology must be consistent among all nursing facilities covered
by the plan, and if reasonable, is allowed notwithstanding any reimbursement laws regarding
cost allocation to the contrary;

(5) central, affiliated, corporate, or nursing facility costs related to their
administration of the plan are costs which must remain in the nursing facility's administrative
cost category and must not be allocated to other cost categories;
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(6) required security deposits, whether in the form of cash, investments, securities,
assets, letters of credit, or in any other form are not allowable costs for purposes of
establishing the facilities payment rate; and

(7) for the rate year beginning on July 1, 1998, a group of nursing facilities related
by common ownership that self-insures workers’ compensation may allocate its directly
identified costs of self-insuring its Minnesota nursing facility workers among those nursing
facilities in the group that are paid under this section or Section 21.000. The method of cost
allocation is based on the ratio of each nursing facility’s total allowable salaries and wages to
that of the nursing facility group’s total allowable salaries and wages, then similarly allocated
within each nursing facility’s operated cost categories. The costs associated with the
administration of the group’s self-insurance plan must remain classified in the nursing facility’s
administrative cost category. A written request of the nursing facility group’s election to use
this alternative method of allocation of self-insurance costs must have been received by the
Department no later than May 1, 1998, to take effect on July 1, 1998, or such costs will
continue to be allocated under the existing cost allocation methods. Once a nursing facility
group elects this method of cost allocation for its workers’ compensation self-insurance costs, it
remains in effect until such time as the group no longer self-insures these costs.

E. Any costs allowed pursuant to items A to C are subject to the following
requirements:

(1) If the nursing facility is sold or otherwise ceases operations, the plan's reserves
must be subject to an actuarially based settle-up after 36 months from the date of sale or the
date on which operations ceased. The facility's medical assistance portion of the total excess
plan reserves must be paid to the State within 30 days following the date on which excess plan
reserves are determined.

(2) Any distribution of excess plan reserves made to or withdrawals made by the
nursing facility or a related organization are applicable credits and must be used to reduce the
nursing facility's workers' compensation costs in the reporting period in which a distribution or
withdrawal is received.

(3) If reimbursement for the plan is sought under the federal Medicare program,
and is audit>d pursuant to the Medicare Program, the nursing facility must provide a copy of
Medicare's final audit report, including attachments and exhibits, to the Commissioner within
30 days of receipt by the nursing facility or any related organization. The Department shall
implement the audit findings associated with the plan upon receipt of Medicare's final audit
report. The Department's authority to implement the audit findings is independent of its
authority to conduct a field audit.
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F. The Department shall have authority to adopt emergency rules to implement this
Section.

SECTION 6.084. Group health, dental, or life insurance. For the rate year beginning on
July 1, 1998, a group of nursing facilities related by common ownership that self-insures group
health, dental or life insurance may allocate its directly identified costs of self-insuring its
Minnesota nursing facility workers pursuant to Section 6.083, item D, subitem (7). The
method of cost allocation is the same as in Section 6.083, item D, subitem (7). The costs
associated with the administration of the group’s self-insurance plan must remain classified in
the nursing facility’s administrative cost category. A written request of the nursing facility
group’s election to use this alternate method of allocation of self-insurance costs must be
received by the Department no later than May 1, 1998, to take effect on July 1, 1998, or such
costs will continue to be allocated under the existing cost allocation methods. Once a nursing
facility group elects this method of cost allocation for its group health, dental, or life insurance
self-insurance costs, it remains in effect until such time as the group no longer self-insures
these costs.

SECTION 6.090 Real estate taxes and special assessments. Real estate taxes and special
assessments for each nursing facility are to be reported in the real estate taxes and special
assessments cost category. In addition, payments made in lieu of real estate taxes, unless such
payments were made under a legally enforceable irrevocable written contract entered

into prior to August 31, 1983, must be reported in this cost category.

SECTION 7.000 ESTABLISHMENT OF GEOGRAPHIC GROUPS

SECTION 7.010 Classification process. The Commissioner shall classify Minnesota nursing
facilities according to their geographic location.

SECTION 7.020 Group 1. All nursing facilities in Beltrami, Big Stone, Cass, Chippewa,
Clearwater, Cottonwood, Crow Wing, Hubbard, Jackson, Kandiyohi, Lac Qui Parle, Lake of
the Woods, Lincoln, Lyon, Mahnomen, Meeker, Morrison, Murray, Nobles, Pipestone,
Redwood, Renville, Rock, Swift, Todd, Yellow Medicine, and Wadena counties must be
placed in geographic group 1.

SECTION 7.030 Group 2. All nursing facilities in counties other than the counties listed in
group 1 and group 3 must be placed in geographic group 2.

SECTION 7.040 Group 3. All nursing facilities in Aitkin, Anoka, Carlton, Carver, Cook,
Dakota, Hennepin, Itasca, Koochiching, Lake, Ramsey, St. Louis, Scott, and Washington
counties must be placed in geographic group 3.
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SECTION 7.050 Exception. Facilities in geographic Group 1 (lowest cost) may have their
rates calculated based on the highest of the limits within Group 2 (middle cost) or Group 1.
This exception is granted if it is to the facility's benefit and is done automatically at the time of
ratesetting. In the event an exception is granted, efficiency payments are based on Group 1
limits.

SECTION 8.000 DETERMINATION AND ALLOCATION OF FRINGE BENEFITS
AND PAYROLL TAXES, FOOD COSTS, AND DIETICIAN CONSULTING FEES

SECTION 8.010 Fringe benefits and payroll taxes. Fringe benefits and payroll taxes must
be allocated to case mix, other care-related costs, and other operating costs according to items
At E.

A. For the rate years beginning on or after July 1, 1988, all of the nursing facility's
fringe benefits and payroll taxes must be classified to the operating cost categories, based on
direct identification. If direct identification cannot be used for all the nursing facility's fringe
benefits and payroll taxes, the allocation method in items B to E must be used.

B. Fringe benefits and payroll taxes must be allocated to case mix operating costs in
the same proportion to salaries reported under the nursing service category.

C. Fringe benefits and payroll taxes must be allocated to other care-related costs in the
same proportion to salaries reported under the other care-related services category.

D. Fringe benefits and payroll taxes must be allocated to other operating costs in the
same proportion to salaries reported under dietary, laundry and linen, housekeeping, plant
operation and maintenance services, and the general and administrative categories.

E. For any nursing facility that cannot separately report each salary component of an
operating cost category, the Department shall determine the fringe benefits and payroll taxes to
be allocated under this subpart according to the following:

(1) The Department shall sum the allowable salaries for all nursing facilities
separately reporting allowable salaries in each cost category, by cost category and in total.

(2) The Department shall determine the ratio of the total allowable salaries in each
cost category to the total allowable salaries in all cost categories, based on the totals in subitem

(1).
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(3) The nursing facility's total allowable fringe benefits and payroll taxes must be
multiplied by each ratio determined in subitem (2) to determine the amount of payroll taxes and
fringe benefits allocated to each cost category for the nursing facility under this item.

(4) If a nursing facility's salary for any nursing, dietary, laundry, housekeeping,
plant operation and maintenance, other care-related services and general and administrative
operating cost categories, is zero and the services provided to the nursing facility in that
operating cost category are not performed by a related organization, the nursing facility must
reclassify one dollar to a salary cost line in the operating cost category.

For rate years beginning on or after July 1, 1989, the Department shall include a nursing
facility's reported public employee retirement act contribution for the reporting year as
apportioned to the care-related operating cost categories multiplied by the appropriate
composite index.

SECTION 8.020 Determination of food costs. The Department shall determine the costs of
food to be included in other care-related costs according to items A and B.

A. For any nursing facility separately reporting food costs, food costs shall be the
allowable food costs as reported under the dietary services cost category.

B. For any nursing facility that cannot separately report the cost of food under the
dietary services cost category, the Department shall determine the average ratio of food costs
to total dietary costs for all nursing facilities that separately reported food costs. The nursing
facility's total allowable dietary costs must be multiplied by the average ratio to determine the
food costs for the nursing facility.

For rate years beginning on or after July 1, 1987 the Department shall adjust the rates of a
nursing facility that meets the criteria for the special dietary needs of its residents. The
adjustment for raw food cost shall be the difference between the nursing facility's allowable
historical raw food cost per diem and 115 percent of the median historical allowable raw food
cost per diem of the corresponding geographic group.

SECTION 8.030 Determination of dietician consulting fees. The Department shall
determine the diei:cian corsnlting fees to be included in other care-related costs according to
items A and B.

A. For any nursing facility separately reporting dietician consulting fees, the dietician
consulting fees shall be the allowable dietician consulting fees reported under the dietary
services cost category.
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B. For any nursing facility that has not separately reported dietician consulting fees,
the Department shall determine the average cost per licensed bed of allowable dietician
consulting fees for all nursing facilities that separately reported dietician consulting fees. The
nursing facility's total number of licensed beds must be multiplied by the average cost per bed
to determine the dietician consulting fees for the nursing facility.

SECTION 9.000 DETERMINATION OF THE ALLOWABLE HISTORICAL
OPERATING COST PER DIEMS

SECTION 9.010 Review and adjustment of costs. The Department shall annually review and
adjust the operating costs reported by the nursing facility during the reporting year preceding
the rate year to determine the nursing facility's actual allowable historical operating costs.

SECTION 9.020 Standardized resident days. Each nursing facility's standardized resident
days must be determined in accordance with items A to B.

A. The nursing facility's resident days for the reporting year in each resident class
must be multiplied by the weight for that resident class.

B. The amounts determined in item A must be summed to determine the nursing
facility's standardized resident days for the reporting year.

SECTION 9.030 Allowable historical case mix operating cost standardized per diem.
Until July 1, 1999, the allowable historical case mix operating cost standardized per diem must
be computed by the standardized resident days determined in Section 9.020.

SECTION 9.040 Allowable historical other care-related operating cost per diem. Until
July 1, 1999, the allowable historical other care-related operating cost per diem must be
computed by dividing the allowable historical other care-related operating costs by the number
of resident days in the nursing facility's reporting year.

SECTION 9.050 Allowable historical other operating cost per diem. Until July 1, 1999,
the allowable historical other operating cost per diem must be computed by dividing the
allowable historical other operating costs by the number of resident days in the nursing
facility's reporting year.

SECTION 10.000 DETERMINATION OF OPERATING COST ADJUSTMENT
FACTORS AND LIMITS
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SECTION 10.010 Annual adjustment factors through June 30, 1999. The annual
adjustment factors will be determined according to items A and C.

A. The forecasted consumer price index for a nursing facility's allowable operating
cost per diems shall be determined using Data Resources, Inc. forecast for the change in the
nursing facility market basket between the mid point of the reporting year and the mid point of
the rate year. For these purposes, the indices as forecasted by Data Resources, Inc. in the
fourth quarter of the calendar year preceding the rate year will be utilized.

B. For rate years beginning on or after July 1, 1994, the Department will index the
prior year's operating cost limits by the percentage change in the Data Resources, Inc., nursing
home market basket between the midpoint of the current reporting year and the midpoint of the
previous reporting year. The Department will use the indices as forecasted by Data Resources,
Inc., in the fourth quarter of the calendar year preceding the rate year.

C. For the nine month rate period beginning October 1, 1992, the 21-month inflation
factor for operating costs in item B shall be increased by an annualization of seven-tenths of
one percent rounded to the nearest tenth percent.

SECTION 10.020 Base year limits. Until July 1, 1999, for each geographic group the base
year operating costs limits must be determined according to items A and B. No
redetermination of the base year operating costs limits shall be made due to audit adjustments
or appeal settlement. For purposes of this section, a new base year is established for the rate
year beginning July 1, 1992, and July 1, 1993.

A. The adjusted care-related limits must be indexed as in Sections 11.010 and 11.020.
The adjusted other operating cost limits must be indexed as in Sections 11.030 and 11.040.

B. The Department shall disallow any portion of the general and administrative cost
category, exclusive of fringe benefits and payroll taxes, that exceeds the percent of the
allowable expenditures in all operating cost categories except fringe benefits, payroll taxes, and
general and administrative as in subitems (1) to (3). For the purpose of computing the amount
of disallowed general and administrative cost, the nursing facility's professional liability and
property insurance must be excluded from the general and administrative cost category. For
purp ases of this item, the term property insurance means general liability coverage for personal
injury incurred on the nursing facility property and coverage against loss or damage to the
building, building contents, and the property of others on the premises of the nursing facility.
Property insurance does not include any coverage for items such as automobiles, loss of
earnings, and extra expenses.
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(1) If the nursing facility's licensed beds exceed 195 licensed beds, the general and
administrative cost category limitation shall be 13 percent.

-(2) If the nursing facility's licensed beds are more than 150 licensed beds, but less
than 196 licensed beds, the general and administrative cost category limitation shall be 14
percent; or

(3) If the nursing facility's licensed beds is less than 151 licensed beds, the general
and administrative cost category limitation shall remain at 15 percent.

SECTION 10.030 Indexed limits. Until July 1, 1999, the total care related operating cost
limit and the other operating cost limit must be determined under items A and B.

A. The annual adjustment factor for case mix and other care related operating costs for
the current reporting year as determined in Section 10.010 must be divided by the
corresponding annual adjustment factor for the previous reporting year.

B. The annual adjustment factor for other operating costs for the current reporting year
as determined in Section 10.010 must be divided by the corresponding annual adjustment factor
for the previous reporting year.

SECTION 11.000 DETERMINATION OF OPERATING COST PAYMENT RATE

SECTION 11.010 Nonadjusted case mix and other care-related payment rate. Until July
1, 1999, for each nursing facility, the nonadjusted case mix and other care-related payment
rate for each resident class must be determined according to items A to D.

A. The nursing home's allowable historical case mix operating cost standardized per
diem must be multiplied by the weight for each resident class.

B. The allowable historical other care-related operating cost per diem must be added to
each weighted per diem established in item A.

C. If the amount determined in item B for each resident class is below :he limit for that
resident class and group item C, the nursing facility's nonadjusted case mix and other care-
related payment rate must be the amount determined in item B for each resident class.

D. If the amount determined in item B for each resident class is at or above the limit
for that resident class and group, the nursing facility's nonadjusted case mix and other care-
related payment rate must be set at the limit.



